Approved For Release 2007/10/29 : CIA-RDP84B00130R000600010244-9
TOP SECRET

18 April 1980

MEMORANDUM FOR THE RECORD
Staff Meeting Minutes of 18 April 1980

Mr. Carlucci chaired the meeting. [:::::] 20Kt

Fitzwater reported a significant number of rejections in the screening
of applicants for summer-only employment, noting involvement by many appli-
cants in more than experimentation with marijuana and other drugs. He said
that, in conformance with the Privacy Act, rejected applicants are being
notified directly--not their Agency parents. Mr. Carlucci advised that
Agency managers be prepared for flack from parents of rejected applicants.

25%1
231
Lipton reported OMB approval of the 1981 budget amendment request but
at a level of| | versus our request for| | He noted
in particular that OMB reduced by| | the requested Reserve level.

A brief discussion followed on how the amendment will be treated on the %%ﬁﬁ
Hill. Hitz and]  |emphasized the need for OMB to promptly submit its
amendment approval in writing to appropriate Congressional Committees; Hitz
advised a few more phone calls may be needed from Mr. Carlucci to move OMB 2s5x1
along. Mr. Carlucci asked|  |to work the problem.[ | Seyl

25X1

25X1
[ ]said Gordon Liddy's book WILL: An Autobiography of G. Gordon

Liddy is now on the street and that Liddy's detailed account of the Water-

gate incident contains numerous implications for CIA. Mr. Carlucci asked

Strong if any of the Agency employees named in Liddy's book are still on
board. Strong said he would check this out. [:::::fi::] 25x1

Clarke reported Ev Hineman will be touring the Far East over the next Zo%d
couple of weeks; in his absence, | | 0GCR, will serve as 2o%1
Acting Deputy Director. Clarke announced Wayne Strand is appointed 25x%1
Director of OIA vice (reassigned to the Office of the Director
of NFAC) and that formerly of OSR, is appointed Deputy
Director of OIA. s5%1
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Hitz reported he does not yet have meaningful details on the Hill 55%1
markup of the 1981 budget; he noted in this regard[::::::::;}fine work with
the Senate side. Hitz called attention to the problem of Charters legisla-
tion noting Bill Miller (SSCI) will be "playing all his cards" to win
approval of the SSCI draft charter. This precipitated a discussion wherein
Hitz and Silver requested the Director and Mr. Carlucci contact selected
senators to express displeasure with the SSCI draft and to persuade them to
work from our SCC-approved draft. Mr. Carlucci concurred and asked Hitz
and Silver to develop talking points. | —

Briggs reported he is coordinating with State's Inspector General
toward an agreement re the preparation of fitness reports on Foreign Ser-
vice Officers assigned here. Briggs said the problem centers mainly on
the inclusion of classified information in these fitness reports and how
these are to be handled agency to agency, covering fitness report state-
ments by the officer being rated and by the supervisor. He said this is

the first time a problem of this sort has surfaced in years, if ever.
25%X1

Hart reported preparations underway by our Offices of Communications and
Security to work alongside State Department engineers who are undertaking
upgrade of security in U.S. Embassies in the Middle East and Latin America;

‘he said high risk embassies in each region are being given priority.
\ 25%1

Hart reported State is cutting back sharply on its travel expenditures
for the remainder of this year, e.g., State internal conferences are being
cancelled and first-class air travel is being reduced markedly. In response 2s5y;
to a auerv from Mr. Carlucci, explained the Agency's travel situation »5x1

. | Hart added that cutback in Agency PCS travel would
present a particular burden for Agency personnel, e.g., travel by Agency 25x1
personnel in order to enroll dependent children in overseas schools at the —
most appropriate time.

25X1

Approved For Release 2007/10/29 : CIA-RDP84B00130R000600010244-9




—~

N

o

“aged to reach the public prints in-the last|

’ {vmch two Internal Revenue Service- agents

- formant let himself into her'apartment, took

" well. The account holders controlled about'a
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IRS vs. CIA -
Big Tax Inves‘tlcrahoni..;

Was Qmetly Scu’t‘tled;u'

By intelhgence Agenc

By JimM DRINKHAL
.8 m/f Repcrrleroj'THs WALL STRF!-“I‘

NASSAU; Balmmas—-One of the more tits
illating businesy stories that somehow man-
decade was the great Castle Bank caper.:}/
* Remember? - It- was - the'* escapade’in

outdid themselves.as sleuths. only -to- have
their.chief throw out-their hard-gained. evi
dence of pos:nble massive tax. evasio as
inadmissible.

- For years. IRS, agen ,~
mthout much* success,: " obtmn documen-
tary: proof that" Americans were ' using off-
shore banks in the Caribbean to. hide income
and evade taxes..One of the suspect banks
was the pnvately‘owned -Nassau-based Cas+’
tle Bank: & ‘Trust7(Bahamas): Ltd:-So"one"
night in 1973, while an official of. the Castle.
Bank was having dinner at a posh Key Bis-,
caymne, - Fla.,~ restaurant: with: 2 woman-an
IRS informant had hired-as a decoy, the in-.

the banker’s. briefcase and gave it to.two
IRS agents After. photographing the brief--
case’s contents, the agents had the briefcase
returned to the woman’s.apartment ; and for
the time being at Ieast th banker was
the wiser. -

A Rich Haul 5253 s .
- The photovraphed documents were a: re—
velatxon One of them was a:computer print-
out of the bank’s account. holders—some:308
names, including .not only: nationally, known.
U.S. businessmen and entertainers but ‘quite.
a few well-known organized-crime figures as-

quarter of a billion'dollars: in- assets..To the
jubilant agents the list presented the possi-/
bility of the smgle brgaest tax-evasionstrike
in IRS history.. - R ?

THE WALL STREET JOURNAL‘
18 April 1980

Their elation eéventually faded, however,
after Donald Alexander, then the IRS. com-
missioner, announced that Project Haven,
as the Caribbean investigation was called,
was being suspended because the surrepti-
tious acquisition of the list was an iilegul
search.  The - Justice Department, w}uch
tiounched a -grand-jury - investigation.- after
“the IRS dropped out of the picture, said in
1977 that it, too, was bowing out because a
ifederal district court judge had ruled that
the list had been illegally obtained..

~ It now appears that pressure from the
Central Intelligence Agency, rather than any
Tegal problem, was what caused thie Justice

. oper Arnold Aronoff, Playboy magazine pub-.
.owner Robert Guecione, actor Tony Curtis,

-water, and three men—Morris Dalitz, Mo~

Department to drop what could have been

'forexo'n ‘bank, by ltseL‘ is no evidence of

he biggest tax-evasion case of all time.

‘vrronadomg None of the above individuals,

Moreover,. the supposed legal obstacle- to
using the Castle Bank ‘depositors’. list was
‘questionable- at” best—the. government al-
ready had in its possessron the same hst le-
.gally obtained. - Ny

. What caused the Justlce Department to
4cl\ off seems to have been the CIA's argu-
ment that pursuit of the Castle Bank would
cndanger *“‘national security.” This was in-
volved because the bank, besides its possible
use as a haven for tax evaders, was the con-
duit for millions of dollars earmarked by the
CIA for the funding of clandestine opera-
tions against Cuba and for other covert in-
telligence operations directed at countries in

- Latin America and the Far East. A-major
tax-evasion investigation of the ‘bank proba-
bly would have endan"ered these CIA opem-
tions. : - f

Dmﬂmg a New CIA Charter :

The case has current mgmﬁcance be-
cause Congress at the moment. is consider-
ing a new CIA charter that.would give con-
gressional committees and. the- courts ad-
‘vance nonce of: such undercover or- front
operations.” % = 7 .

Castle.. Bank was set 1 ups pnn lpally
controlied: br the late Paul Lionel Edward
Helliwell; a Miami. lawyer.. Mr.; Helliwell,
who had Iongstandmg ties to the U'S. intelli-
gence community, was instrumental in help-’
ing to direct a network of CIA undercover
oper'mons and “‘proprietaries.” (A .proprie-
‘tary is-a.concern secretly set -up‘and.con-,
trolled by the CIA ostensxbly as a 1egmmate
buzme%) =

: Despite repeated requests fo comment A

ofhcmls at the CIA, Justice Department and
the Helliwell law firm refuse to discuss the
case. Castle.Bank, which closed its opera-

tions in the Bahamas and 'Caymzm Islands

in 1977,-is currently based in Panama, but
.apparently -has no offices. there.: Although
‘the government has never- released the
“names of Castle Bank’s 1973 account hold-
“ers, a copy of the list was rewewed by this
newspaper ,\:,}- . ,

‘the bank.

. names of foreign entities, mostly Bahamian
“-6r Panamanian, according to the list. Other
- documents in Nassau show that the common

" was chief of special mtelhgence in China for

-according to one man). They also say he ran

. by the CIA as a front. For almost:10 years,

Playboy and Penthouse

- On the list, either in their own names or':
under the names of trusts or companies they
controlled, were such people as Chicago’s
wealt hy Pritzker family, Detroit land devel-

lisher ‘Hugh Hefner, Penthouse -magazine’
the- former rock group Creedence  Clear-

ris Kleinman and Samuel A. Tucker—who
have been described in Justice Department
docu ments as organized-crime figures.-

Of course, having money on deposit in a

with the exception of Mr. Hefner, returned
phone calls inquiring about the accounts. A
spokesman for the Playboy pubhsner says
Mr. Hefner “‘doesn't remember” having an
account at Castle, though he does recall in-
vesting in a movie company that dealt wit*x

The bulk of the Castle accounts are in the

thread of these companies is that they were |
mostly formed or controlled by Paul Hem-f
well and his associates. j
The gruff Mr. Helliwell, 62 when he died
on Christmas Eve, 1976, from emphysema |
complications, was no stranger to the murky l
world of spying. During World War II, he

the Office of Strategic Services, or 0SS, the
forerunner of the C‘A

Colleagues from those days recall that
Mr. Helliwell, then a colonel, regularly used
to buy .information with five-pound ship-
ments of opium (“three sticky brown bars,”

an operation code-named ‘“Deer Mission,” in
which OSS personnel secretly. parachuted
into Indocmna to treat Ho Chx an for ma-
laria. - -

In 1951, \1r Helhwe‘l he)ped set up md
run Sea Supply Corp., & concern controlled

Sea Supply- was used -to supply huge
amounts of weapons and equipment to 10,000,
Nationalist Chinese troops in Bunna as well !
as to Thailand’s police. - -.

One former federal offlmal who helped
scrutinize Castle says, *“Castle was one of
the CIA’s finance channels for operations
against Cuba.” Mr.. Helliwell reputedly was’
one of the paymasters for the ill-fated Bay
of Pigs invasion in 1961, as well as for other
“extensive" CIA * operatiops. throughout
Latin America.. In particular, theformer
federal official “ says, Mr.. Helliwell was
“deeply involved” in financing a series of

_covert forays between 1964 and 1975 against |

Cuba by CIA operatives working from An-- 1
dros Island;.the larvest oi the. Bahann:an 1s- A
Sy

RS e 1 LE .

- lands.
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Retired' CIA general counsel Lawrex;;% »
1

Houston, while declining to talk about. s
cific agency activities, comments that “Paul
was always wxlhng to talk to- us and help
us.” - Tewanel st

A former memb»r of Mr. He)lxwell s law
firm says it:was general knowledge among

the firm’s members “that Castle was a CIA
account,” but that only Mr. Helliwell and
two other lawyers had access to any infor-
mation on the bank. He recalls one incident
in the late 1960s when *“the CIA had ar-
ranged to transfer a huge amount of money
through Castle,” and.that.*Paul put the
whole office on a secunty alert like .t was
some kind of war operation.” . .-~

Dropping of Project Haven by the IRS
caused  tremendous turmoil within the tax-
collecting, agency. One IRS memo says that
when the investigation was shut down there
were 483 pendma cases involving tax defi-
ciencies of “hundreds of millions” of dol-
lars. Many veteran IRS agents resigned. To
this day the drain of taxable money through
Bahamas banks is continuing, largely be-
cause that country's strict disclosure laws
prevent outsiders from obtaining banking
records. A 1979 study of ofishore banking,
prepared for- the- Ford Foundation, con-
cludes that the “flow of criminal and tax
evasion money” into the Bahamas alone is
“up to-$20 billion annually.”

. After the Justice Dopdxtment took over
the-investigation in 1975, an IRS blunder fur-
ther undermined. the probe, Burton W. Xan-
ter, a Chicago tax lawyer, was mistakenly
given 90 pages uf secret IRS documents out-
lining - the governmem s case. . Incredibly,
Mr. Kanter was given the material after fil-
ing 4 routine request’under the Freedom of
information Act. An embarrassed IRS offi-
cial termed the mistaxe “‘a royal screwup "

A Second List Tarns-Up = -.» ~
“The incident that apparently fxmshed off

.the investigation occurred in 1977. A federal
judge in Cleveland ruled that the account-

holder list had been illegally obtained and.

.couldn’t be used as ‘evidence in criminal
cases. The ruling came in the case of Jack
Payner, an Ohio businessman who-had been
‘charged with failing to report that he had a
trust account at Castle -The Payner case is
currently pending before the U.S. Supreme
Court. But the Justice Department and IRS
used the trial judge's ruling as the basis for
ending the mvesngatnon in 1977, documents
show. ;

This ccenrred desplte the fact that a sec-
ond list of Castle account holders had been
obtained in response to.a Justice Depart-
ment grand-jury -subpoena’ in-. February,
1976, for records at the Bank of Perrine, one
of two small South Florida banks owned by
Florida Shares Inc., a holding company con-
trolled by Paul Helliwell and his associates.
At the time, Bank of Perrine was Castle
Bank’s principal U.S. correspondent bank.

This second list, according to former fed-
eral investigators, ‘was never used. but was
sent to the Justice Department in Washing-
ton at the request of officials there. . :

Lists aside, the Justice Department prob-
ably conld have pursued the tax-evasion
probe because it already had bagged a pros-
ecution prize in the form of Anthony R.
Field, the manager of CasLe s Cayman Is-
lands branch.
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In July;. 1978, two Justice Departmentx
awyers interviewed Mr. Field in England!
where he now lives. After giving the laW}"‘D f
“a gold mine of information about Castle,” |
a tentative agreement reportedly was struck |
whereby,Mr Field would testify in the U.S.
in exchange for immunity and the dismissal
of an earlier indictment against him involy-
ing Castle Bank transactions.

. The deal, however was rejected by offi
uals in Washington. One Justice Depart-
ment lawyer says, "It has always mystified
me. There was never really an explanation,
just ‘No Deal.” ™ Mr. Fﬁeld couldnt b-“'
reached for comment.

Another: government oiﬁcw.l close to ‘the
Castle investigation says, **There was noth-
ing sinister about why it (the investigation)
didn’t go anywhere. The CIA convinced Jus-
tice that exposure of Castle.and, of neces-
sity, other Helliwell dealings, would compro—
mise very sensitive and very significant in-
telligence operanons It S, as sxmple as
that” * .- Crie

It was the CIA’s Ofﬁce of General Coun--'

'sel that apparently repeatedly reaquested the

Justice Department to back away from Cas- I
tle. A federal attorney says he first learned
of the CIA’s involvement when John J.
Greaney, a CIA attorney, asked Justice “to
keep out of certain accounts at Castle he-
cause they were run. by the agency. * Mr.
Greaney, now retired, says he is prohibited
from discussing any work he dxd for the
CIA. - -

Other U.S. awencws were mvolved in
Castle Bank’s mysterious maneuverings. An
aftidavit by a State Department. official on
one occasion warned 2 federal court against
-“the anticipated revelation of illegal pay-

offs"” in the Bahamas. The official further
counseled against the disclosure of one U.S.
diplomatic cable concerning Castle because
the contents “‘would have a bombshell ef-
fect” on U.S.-Bahamas relations. “
The Intercontinental Case . %
 “The Securities’' and Exchange ‘Commis--
sion found itself trymO—-unsucceasfully—to
get records from Castle in a case involving
Intercontinental Diversified - Corp. after
more than $3 million inexplicably disap-
peared from that company. Intercontinental,

a Bahamian holding company with interests
in real estate, utilities and harbor manage-
ment, was until recently listed on the New
York Stock Exchange. It is now in the pro-
cess of reorganization as an enterprise to be
pamally owned by the Bahammn govern-

B In 1978 Intercontinental sxgned 2 consent
order with the SEC agreeing not to-violate
U.S. securities laws but neither admitting
nor denying guilt for .the diversion of the
funds. As part of the settlement, {nterconti-
nental’s andit committee agreed to make its
own_investigation of the missing funds.
Nearly 33 ‘million of the money was re-
covered from a bank in Canada but then an-
other $1.3 million was discovered to be miss-
ing. A “substantial portion” of the missing
money was found to have moved through
Castle Bank as a, conduit. Typically, the-
bank refused to supply Intercontinental's
own investigators with bank records or
‘other information about where the money

‘went, cmng the Bahamxan Bank Secrecy
Law. - ‘, .

.ﬁ-’xaf n

At the time of the Intercontinental con-

t decree, the SEC also disciplined Mary
Jane Mélrose, 61, former vice president,.
general counsel and direcior.6f Interconti-
nental for her alleged participzdon in a
scheme to hide the diversion: of $1.3 million
of the company's funds. Besides her position
at Intercontinental, Mrs. Melrose was also
the second ranking member of Paul Helli-
well’s Miami law firm, Helliwell, Melrose &
DeWolf. She refuses to discuss the Intercun- ;
tinental case.
. Although there is no reference to the CLA
inthe SEC proceedings concerning Iatercon-
tinental, a former CIA ofiicial in a recent in-
terview made an astonishing statement. He!
said that between 1970 and 1375, almost £5
million of Intercontinental funds was si-
phoned out for the -agency’s use *‘because
we had friends there.” Indeed, the CIA ap-
parently had. a better arrangement than
mere frierdship. .

“'CIA" documents 9how that Wanau:
Groves, 79, the founder of Intercontinental
“and holder of 46% of its shares uniil he soid |
-his interest for $33.1 millior in-1978; was se-.
“cretly working for the CIA from 1965 to 1972.
Mr. Groves, a one-time-Wall Street financier .
who served a two-year prison term in the
-early 1940s for fraudulent use of the mails to:
"sell stock, later became one of the Baha~i
mas’ leading' businessmen, developing t.le
port at F‘reeport and bringing bxo-txme gam-
bling casinos to the islands. . !
A Dec. 30,1965, Covert Security Approval'
issued by the CIA’s 'Office of Security,’
marked “Secret,” says Mr. Groves “'will be
used as-an adviser and possible officer for:
one of (the CIA’s) Project entities” that
isn't further identified, and that “’he will be
made witting”” of the CIA’s involvement. Un-
der the CIA’s setup, persons thus approved
assist the agency's clandestine services in
carrying out operations that range from
funding political parties to organizing coups.

In a separate CIA memo, two otner Inter-
continental officials were cited as receiving
the same kind of CIA cleavance in Novem-
ber, 1974, but the two individuals were not
identified. Intercontinental's current man-
agement denies that anyonz there ever
worked for the CIA. Mr. Groves dxdnt re—
turn this reporter’s phone calls. - s
_. Intercontinental’s -audit commxt*ee con-‘
cedes that there is slight chance of recover-
ing the money still missing. Nor is there any -
indication that the Justice Department wii}
renew its. interest in’ history’s largest tax-
evasion investigation. Jack Payner’s case is.'
still pending before the Supreme Court, but |
once that’s decided, that’s it. Government
attorneys say the statute of limitations ap-
pears to have run out on most of the other !
possible defendants in the once promising
tax investigation.. "4 .%: .
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